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ZEYNEP ÖNDER AND CAN S*IMGA-MUG¬AN
How Do Political and Economic News
Affect Emerging Markets?
Evidence from Argentina and Turkey
Abstract: High returns in emerging markets over the last decade have attracted interna-
tional investors. This study investigates if and how economic or political news affects stock
market activity in two emerging markets: Argentina and Turkey. Our analysis shows that
political and economic news influences both the volatility of returns and trading volume in
these markets to varying degrees. Results suggest that both economic and political factors,
as well as specific market characteristics, should be taken into consideration by interna-
tional investors when making investment decisions in emerging markets.
Key words: emerging markets, political and economic news, volatility and volume.
Over the last decade, the number of global stock market transactions has increased
at a remarkable rate, in line with new developments in the banking and computer
industries. International investors’ interest in emerging markets has also grown
rapidly over the same period. The share of emerging markets in world market
capitalization increased from 3.7 percent in 1986 to 10.7 percent in 1995 (Rea
1996). U.S. mutual funds increased investments overseas, from $16 billion in 1986
to $285 billion in June 1996, about 10 percent of it in emerging market funds.
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According to Rea (1996), another $27 billion was invested in international funds
in 1995, with approximately 56 percent ($15 billion) in emerging markets. Fur-
thermore, total long-term capital flows to developing economies grew at an aver-
age annual rate of 15 percent over the last decade.1
The main reasons for the increased interest in emerging markets are both higher
returns and a low correlation between returns in those markets and returns in de-
veloped markets. Harvey (1991) calculates that between February 1970 and May
1989, the average cross-country correlation in seventeen developed markets was
41 percent, whereas the average cross-country correlation of emerging market re-
turns was 12 percent. Using monthly returns from March 1986 to June 1992, Harvey
(1995) finds that the average correlation between emerging and developed mar-
kets is only 14 percent—and that average returns from emerging markets are al-
most 50 percent higher than those from developed markets. An international
financial data provider recently stated that emerging market investors enjoyed higher
returns than did investors in mature markets (TrustNet News 2003). In the third
quarter of 2004, as large and small capitalization stocks in the United States re-
flected losses of 1.9 and 2.9 percent, respectively, emerging stock markets returns
saw gains of 8.3 percent (Hewitt Investment Group 2004).
Several studies (Bailey and Lim 1992; Bailey and Stulz 1990; Errunza 1983;
Eun et al. 1991) have shown that the major benefit of investing in emerging mar-
kets is portfolio diversification. However, higher uncertainty in these markets rela-
tive to developed markets increases both risk and return. Two main sources of
uncertainty are politics and economics. Instability in political and economic envi-
ronments increases the risk of investing in these markets, and thus, investors re-
quire additional compensation for investing there.
In this study, we investigate the effects of political and economic news on stock
market activity in two emerging markets: the Buenos Aires Stock Exchange (BASE)
in Argentina, and the Istanbul Stock Exchange (ISE) in Turkey. Besides being two
countries with rapid economic growth, they have somewhat similar economic and
political environments:
• Both had major economic crisis around similar periods and applied Interna-
tional Monetary Fund (IMF) policies to overcome. Eichengreen (2001) de-
fines them as two “poster boys” for the Washington consensus.
• Both countries have suffered high inflation and went through several eco-
nomic sanctions to defeat hyperinflation and brought down inflation with
exchange rate stablization programs and grew robustly for a period.
• Both countries were politically volatile during the last decade.
• Both economies are vulnerable to external shocks, and both depend on in-
ternational financial markets.
• Both adopted official financial liberalization dates in 1989, Argentina in No-
vember and Turkey in July (Bekaert and Harvey 2000).































52 EMERGING MARKETS FINANCE AND TRADE
• Despite volatility and risk, both stock markets have always attracted interna-
tional investors. In 2000, the ISE and BASE were ranked sixth and seventh
among twenty-four emerging markets that U.S. residents chose to invest in
(U.S. Department of the Treasury 2005a; 2005b). In the same year, investing
in Turkish and Argentine stock markets accounted for 6.38 percent and 5.38
percent, respectively, of U.S. residents’ total investment in emerging mar-
kets (U.S. Department of Treasury 2005c).
• Both countries have the same overall Heritage economic index of 2.7 during
the study period, between 1995 and 1997.2
We explore whether these two emerging markets react to economic and politi-
cal risks similarly because of the similarities in their economic and political envi-
ronments. Our aim is to investigate the effects of economic or political news on
stock market indicators—specifically, return volatility and trading volume. Eco-
nomic and political news items published in the Wall Street Journal and New York
Times are classified as world, domestic, and country-related world news. We ex-
amine the effects of these news items on the volatility of returns and total trading
volume in the BASE and the ISE between 1995 and 1997. It is found that domestic
political news and world economic news increase volatility in both markets. World
political news decreases trading volume in the BASE but increases it in the ISE.
The results suggest a positive and significant correlation between world economic
news items and volume in Argentina, and a positive association between domestic
and world economic news and volume in the Turkish market.
The current study differs from previous research in two main aspects: First, it
specifically investigates economic and political news in similar emerging markets.
Hence, the results obtained will provide initial information about the effects of
political and economic news on two comparable emerging markets. Second, it
segregates economic and political news into world and domestic subcategories.
Thus, the current study offers valuable insight for international investors inter-
ested in emerging markets.
Background
Turkey and Argentina are both categorized as emerging markets, and their capital
markets suffered from similar problems during the same period, despite their geo-
graphic locations.
Economic Conditions
Both Turkey and Argentina suffered from trade and budget deficits from 1995 to
2000. Turkey’s export deficit fluctuated from 3.31 percent of gross domestic prod-
uct (GDP) ($6 billion) in 1996 to 1.96 percent ($3.7 billion) in 1997, reaching 3.52
percent of GDP in 2000. Its budget deficit also increased, from 4.64 percent of
































trol its export deficit, bringing it down to 0.21 percent of GDP in 2000 from 0.51
percent in 1996 (World Bank 2002). It was also able to keep its budget deficit to
less than 1 percent of GDP (around $2 billion).
An excellent comparison of fiscal programs and IMF policies in Argentina and
Turkey is found in Eichengreen (2001). Both countries experienced hyperinflation
during the last two decades, with figures running into two and three digits. Argen-
tina stabilized its inflation in 1991, bringing it down to almost nil. Turkey did not
achieve stabilization after launching its program in 1999. As Eichengreen (2001)
indicates, both countries needed capital inflows to overcome their fiscal and eco-
nomic problems. Foreign direct investment in Argentina was $6.9 billion, or 2.54
percent of GDP, in 1996; it increased to $24 billion (8.45 percent of GDP) by
1999, and was down to $11.7 billion in 2000. During the same period, Argentina’s
present value of debt reached $155 billion (54.58 percent of GDP) in 2000, a year
when the total debt service percentage reached 71.3 percent of exports, up from
39.5 percent in 1996. Foreign direct investment in Turkey during the same period
was about only 10 percent of that of Argentina. A level of $722 million (0.4 per-
cent of GDP) in 1996 increased to $982 million (0.49 percent of GDP) by 2000.
Turkey’s present value of debt was also lower than Argentina’s—$115 billion in
2000—but it corresponded to a higher percentage of GDP, at 57.79 percent. Al-
though Turkey’s total debt service to exports (36.1 percent) was about half that of
Argentina’s, its ratio of short-term debt (24 percent) was higher than Argentina’s
(18 percent) (World Bank 2002).
In the first half of the 1990s, Argentina privatized many of its public enter-
prises, eased regulations on foreign investment, and took other structural mea-
sures to improve the country’s fiscal position. It thus experienced positive economic
growth in this period. However, in the second half of the decade, mainly because
of external shocks —such as the Mexican tequila crisis, as well as the Asian, Rus-
sian, and Brazilian crises—its growth became erratic. Argentina, Brazil, Paraguay,
and Uruguay formed Mercosur, a customs union, at the beginning of 1995. The
organization reflects political and military unity as well, and has become a very
successful integrated market. Several developed countries, such as the United States,
Canada, Spain, and other European countries, have direct foreign investment in
the country, mainly in the telecommunications, oil and gas, energy, automotive,
and food manufacturing industries (U.S. Department of State 2000).
In 1995, Turkey also signed a customs union agreement with the European
Union as part of becoming a full member in coming years. It also launched a major
privatization program in the late 1980s. However, major state economic enter-
prises still need to be privatized. Domestic investors still account for most
privatization revenues (77.66 percent), but the contribution of international inves-
tors was very high in 1989, 1994, and 1998.3 Most of the international investors
are multinational companies, operating in the cement (France), cable networking
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Stock Markets in Argentina and Turkey
The BASE in Argentina and the ISE in Turkey have similar characteristics. In
market capitalization, in 1995, Meridian Securities Markets ranked the BASE and
the ISE thirty-sixth and fortieth, respectively, among forty-seven stock exchanges
in the world. As Table 1 shows, market capitalization in the BASE increased from
$3 billion in 1990 to $170 billion in 2000, right before the major crisis, but the
number of stocks traded decreased, from 179 in 1990 to 119 in 2001 (World Fed-
eration of Exchanges 2003).
Even though the ISE is a younger market than the BASE, it developed rapidly
following liberalization and opening markets to foreign investors in 1989. It has
become one of the emerging markets that foreign investors favor. The number of
stocks traded on the market increased from 200 in 1990 to 316 in 2000 (World
Federation of Exchanges 2003), and market capitalization reached $114 billion in
1999, right before the crisis, from $18 billion in 1990 (Table 1).
Empirical studies indicate that the ISE is not semistrong form efficient, and
evidence on its weak-form efficiency is inconclusive (Aydog ¬an and Muradog¬lu
1998; Muradog¬lu and Ünal 1994). A recent study has checked ISE integration
with developed markets, such as New York, Frankfurt, London, and Paris, and
found no evidence of long-term relationships between them (Yüce and S*émga-
Mug¬an, 2000). It is believed that foreign investors in the ISE are institutional in-
vestors who own almost half of the stocks traded on the market, and thus have
considerable control over it. In 1999, foreign holdings in the ISE were 13.4 per-
cent of total market capitalization (Istanbul Stock Exchange 2004). Domestic in-
vestors, on the other hand, are made up of small investors who try to maximize
their short-term returns with an average holding period of eight days. They have
no control over the market, and believe that “large” investors “manipulate” the
market, possibly through trade (Yüce et al. 1999).
Several studies have examined market efficiency in Latin America. Although
some results conflict, it seems as if consensus has been reached that Argentina
displays weak form efficiency and follows a random walk (Ojah and Karemera
1999). In this aspect, the BASE differs considerably from the ISE. Other studies
have investigated long-term relations among Latin American stock markets, as
well as their cointegration with developed markets. Chen et al. (2002) find a long-
term relation among Latin American markets until 1999. In addition, the BASE is
found to have a long-term relation with the U.S. market (Choudhry 1997; Seabra
2001). Meric et al. (2001) find that the correlation between U.S. and Latin Ameri-
can markets increased after the 1987 crash. They state that a well-diversified Latin
American portfolio does not provide significantly higher returns than a well-
diversified U.S. portfolio does, and suggest that investors should be selective in their
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Relevant Literature
How and what kind of information stock markets process is a question that has
been extensively researched in the past two decades. Most prior studies investi-
gated the effect of several economic announcements on stock returns (Jain 1988;
Mitchell and Mulherin 1994; Pearce and Roley 1985) as well as interest rate and
foreign exchange markets (Ederington and Lee 1993; Tanner 1994). Harvey (1995)
comprehensively analyzes twenty emerging markets, for which he forecasts re-
turns using both world and local economic information. The results show that
local information strongly influences returns in these markets.
Niederhoffer (1971) explores the effect of headline news appearing in the New
York Times and the Los Angeles Times on the stock market from 1950 to 1966. The
author groups headline news into various classes, and as good or bad. Examples of
events are the beginning of the Korean War, the Democratic convention, the Suez
crisis, the arms blockade in Cuba, President Kennedy’s assassination, presidential
illness, and new  scientific discoveries by the United States and the Soviet Union,
among others. The results indicate that large changes in stock prices can be ex-
pected following a world event. Niederhoffer states that there is a “strong ten-
dency for large price changes on the first and second day following world events
to show the same direction of change. . . . On Days 2–5 following extremely bad
world events, there is a tendency for rises to occur . . . [as the] market appears to
be overreacting to bad news” (1971, p. 193).
After Niederhoffer (1971), several studies have recognized that political infor-
mation affects the stock market (e.g., Gartner and Wellershoff 1995; Hensel and
Ziemba 1995; Herbst and Slinkman 1984; Huang 1995; Lobo 1999; Riley and
Luksetich 1980). Most of these studies examine the effect of presidential and mid-
term elections, and the result of elections, on returns in U.S. markets, finding no-
ticeable relations. Cutler et al. (1989) first relate the stock returns to macroeconomic
indicators, then examine whether the remaining return variation can be explained
by “identifiable world news” reported in the business section of the New York Times
from 1941 to 1987. The authors find the effect of such news to be “surprisingly
small.”
There is very limited research on the effect of political news on returns in emerg-
ing markets. Chan et al. (2001) analyze trading activities in the Hong Kong stock
market before the handover period. They find that economic and political news
had different effects: The former increased and the latter decreased trading activ-
ity, not only on the news arrival day, but also on the day before arrival. Moreover,
economic news had a positive and significant effect on return volatility on the
event day, whereas political news had a negative but insignificant effect on return
volatility. Berk and Kutan (2002) investigate the effect of peace talks and violence
on the Tel Aviv and Palestinian stock exchanges. They find that, although news of
violence and negative negotiation news are associated with a significant decline in
































effect on the Palestinian market. Kutan and Yuan (2002) find that political events
affect stock prices in the Chinese market.
Given these findings, we aim to provide new evidence on the relative impor-
tance of economic and political news on the behavior of returns in two other emerg-
ing markets—again, Argentina and Turkey.
Data
Identification of News
Salient economic and political news are gathered from January 1995 to December
1997. Data are collected from the Wall Street Journal (WSJ), WSJ Europe, and the
New York Times (NYT) to identify salient and internationally available political and
economic news that international investors can easily access. We select news items
in which either Turkey or Argentina were mentioned, as well as economic and
political news that had global effects, as gathered from editions of the World Alma-
nac and Book of Facts published over several years. Following Mitchell and
Mulherin (1994), we try to avoid classifying the types of news that ex ante move
the market, selecting only news items that influence the returns in our sample
ex post.
These news items are then classified into four main groups: world economic,
world political, domestic economic, and domestic political. World news is further
split between those that affect the whole world and those that affect the specific
country analyzed—Argentina or Turkey. The world economic (we) category in-
cludes economic news that could affect the world, as well as the specific country,
such as the Asian crisis, Russian crisis, and decline in oil prices. Country-specific
economic news initiated by these countries, such as issuing Eurobonds, talks with
the IMF or the World Bank, foreign investments, and world news that could di-
rectly affect those countries are classified as domestic world economic (dwe) news.
Similarly, world political (wp) news includes any global political event that could
affect the world, such as decisions by G-8 and G-20 countries, the war in Kosovo,
or the terrorist attacks of September 11, 2001. Any political event that directly
affects Turkey or Argentina, such as problems with neighboring countries or trade
policies, are considered as domestic world political (dwp) news. Domestic politi-
cal (dp) news items include election news, news of formation or dissolving of
parliaments or cabinets, and statements of eminent political figures. Inflation an-
nouncements, unemployment rates, and money supply news are classified as do-
mestic economic (de) news.
After identifying the news items—including either Turkey or Argentina from
the NYT, WSJ, WSJ Europe, news indices, and news items from world almanacs—
each item is separately classified by each author into one of six categories stated
above. The authors cross-validate each other’s classification, reaching consensus
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If an item appeared more than once in the newspapers in consecutive days, it is
counted for the first occurrence only, on the assumption that investors react solely
to new information. Table 2 summarizes the number of news items in each cat-
egory. Although there are 189 world political and 136 world economic news items
in the sample, the number of world news items is not the same in the two markets
because of differences in trading days. In the sample period, the BASE has 726
trading days to the ISE’s 749. Not surprisingly, the two markets also differ in the
number of domestic news items: Turkey has 163 domestic political news items to
Argentina’s 72. Although the number of domestic world political news is higher in
Turkey (158 in Turkey and 81 in Argentina), there are more domestic world eco-
nomic news items in Argentina than in Turkey (152 to 106). The appendix gives
some examples of news for each category.4
Measures of Market Activity
Stock market activity is measured with two variables: volatility of returns and
trading volume. To calculate market volatility, we use two local stock market indi-
ces, the Merval index for the BASE and the ISE-100 index for the ISE. The Merval
index is a transaction volume and value-weighted index, with a base date of June
30, 1986, and a base value of $0.01. The composition of the index and the weights
of companies included in it are adjusted quarterly based on their total trading vol-
ume in the previous six months (BASE 1999). The ISE-100 index is a float-capi-
talization weighted price index.5 All of the data are obtained from the databases of
Datastream.
Daily returns are calculated with closing prices of two consecutive trading days,
( )i t i t i tR I I, , , 1log / ,−=
Table 2
Distribution of News Items by Country and Category
Argentina: Turkey:
number of number of
News category news items news items
Domestic political (dp) 72 163
Domestic economic (de) 49 94
World political (wp) 171 179
World economic (we) 126 131
Domestic world political (dwp) 81 158
































where Ri,t is the market return on day t for country i, Turkey or Argentina. Ii,t repre-
sents the level of the market index in country i at the end of day t. Figures 1 and 2
present the index levels and total trading volume in each market between 1995 and
1997. In both markets, the indices increased in the sample period, except for the
last quarter of 1997, which can be explained by the Asian crisis. The decline in the
Merval index at the beginning of the sample period can be attributed to the Mexi-
can crisis. The behavior of trading volume is slightly different from the movement
of index. The daily volume fluctuated in the Argentina market over the sample
period, while the daily trading volume in the Turkish market was relatively stable
in 1995 and 1996. However, it started to increase in 1997, first gradually, then
considerably.
Volatility is measured as the square of the deviations of daily returns from the
mean daily return. Although many studies assume that mean daily returns are equal
to zero and take the square of returns as a measure of volatility, we first test the
hypothesis of the equality of mean daily returns to zero for the two markets. It is
found that the mean daily returns are significantly different from zero for the Turk-
ish market (p < 0.0001) but not for the Argentine market. To be consistent, we take
the squared deviations from the mean returns in both markets. Then, volatility is
calculated as the squared deviation of returns from their yearly mean to control for
any yearly difference in mean returns, defined as follows:
( )i t i t iYVolatility R R
2
, , ,= −
where R|iY is the mean daily return in country i for year Y, 1995, 1996, and 1997.
The other market indicator is volume. It is the daily trading activity reported by
Datastream for each country.
Before carrying out the analysis, we test the hypothesis of the equality of these
two measures in three consecutive years, from 1995 to 1997. We find that the
median values of volatility and volume are significantly different in the three years
in both markets. To control for these yearly differences, the daily values are ad-
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Figure 1. Merval Index and Trading Volume in the BASE for the Period Between
1995 and 1997











































Test of Equality of Market Activity
The equality of market activity, both volatility of returns and trading volume, is
tested for news and no-news days to identify whether news items affect market
activity. News days are defined as days with either global or country-related politi-
cal or economic news. No-news days are those with no published political or eco-
nomic global or country-specific news. The days before news is published in
newspapers are excluded from the sample, because the actual event might occur
on that day and the market might already be affected, even though no news is
published on that day. Days in which different types of news appear at the same
time are also excluded to eliminate any confounding effect.
News days are classified into two groups according to whether the news is
economic or political. The equality of measures of market activity is tested for
both economic and political news days. Hence, the following hypotheses are tested:
H01: mnews = mnonews
H02: meconomic = mpolitical
H03: meconomic = mnonews
H04: mpolitical = mnonews
H05: meconomic = mpolitical = mnonews
The median values of volatility and trading volume are used to test the equality
hypothesis. Hence, the Wilcoxon sign test and the Kruskal–Wallis test are used to
test whether the medians of measures of market activity are equal in two groups
and three groups respectively.
Regression Model
We explore the effect of domestic, world, economic, and political news on market
indicators by applying regression analyses to the entire sample between 1995 and
1997. In the regression model, explanatory variables are the number of catego-
rized news items published in the newspapers. If no related news in that category
is published, the corresponding variable takes a value of zero. All of the market
indicators are regressed against these variables representing the several event cat-
egories—again, domestic political (dp), domestic economic (de), world political
(wp), world economic (we), domestic-world political (dwp), and domestic-world
economic events (dwe) specific to each country. Recall that the last two variables
represent world events that directly relate to the specific country analyzed. The
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t M t t t
t t t t
Market Activity dp de wp
we dwp dwe
, 0 1 2 3
4 5 6 ,
= β + β + β + β
+ β + β + β +ε (1)
where Market Activityt,M represents the adjusted volatility and adjusted volume on
day t in market M (M = Turkey and Argentina).6
We have no prior expectations regarding the positive or negative effects of eco-
nomic or political news on the stock market, and hence, we do not attempt to
classify any news item as such. Analyzing the positive or negative effect of politi-
cal and economic news is beyond the scope of this exploratory analysis.
After the model is estimated, the equality of coefficients for economic, politi-
cal, domestic, world, and country-related world news is tested for each country.
Based on the results of the F-test, new models are estimated. If there is no differ-
ence between the coefficients for domestic economic and domestic political news,
and between domestic world economic and political news, but the coefficients for
world political and world economic news are different, then we estimate a new
model, with two variables for combined domestic news and combined country-
related world news, as well as two different world news variables. Hence, the ex-
tended models classify news more broadly than does the first model.
Empirical Results and Discussion
Our a priori expectation is along the lines of existing literature, in that both politi-
cal and economic news are valuable to investors as reflected by stock market indi-
cators. However, we do not have any a priori expectations for the directional
association between economic and political news and stock market activity.
Equality of Market Activity
Our analysis started by investigating the equality of market activity on days with no
news, with only political news, and with only economic news in both markets. Al-
though the news items covered in the total sample are allowed to happen on the
same day, in this section, we wanted to examine the isolated effects of economic and
political news. In so doing, we formed subsamples, in which only days with no
news, with economic news, or with political news are included. If political and
economic news occur on the same day, these days are excluded from the sample. In
forming the subsamples, we also eliminated days with any kind of news the day
before, to prevent spillover effects of news. This left us with 166 days with eco-
nomic news, 162 days with political news, and 310 days with no news in Argentina;
and 145 days with economic news, 217 days with political news, and 273 days with
no news in Turkey (Table 3). Although the number of days with only economic
news is similar in both countries, the number of days with only political news is

































Descriptive Statistics of Volatility and Volume Measures and Tests of
Equality of Their Median Values
Panel A: Descriptive statistics
Argentina Turkey
Volatility(10–4) Volume Volatility (10–4) Volume
Economic
Median 1.52 22,139 1.25 14,355
Mean 4.28 23,692 6.90 21,265
Standard deviation 7.95 10,701 18.59 22,438
N 166 166 145 145
Political
Median 0.99 19,915 2.78 12,578
Mean 5.87 20,666 7.00 18,564
Standard deviation 14.72 8,716 11.96 17,097
N 162 162 217 217
News
Median 1.24 20,802 2.26 13,261
Mean 5.06 22,197 6.96 19,646
Standard deviation 11.80 9,873 14.95 19,429
N 328 328 362 362
No news
Median 1.18 19,323 1.88 12,032
Mean 4.03 20,897 6.11 16,647
Standard deviation 8.68 8,874 14.39 14,780
N 310 310 273 273
Panel B: Hypotheses testing
Null hypothesis
H01: µnews = µnonews 0.0900 3.8004 1.9990 6.1308
(0.7642) (0.0512) (0.1574) (0.0133)
H02: µpolitical = µeconomic 1.2160 3.1129 6.0693 1.3882
(0.2702) (0.0777) (0.0138) (0.2387)
H03: µeconomic = µnonews 1.0564 6.2398 0.5162 4.6456
(0.3040) (0.0125) (0.4725) (0.0311)
H04: µpolitical = µnonews 0.6002 0.9379 4.3666 0.6686
(0.4385) (0.3328) (0.0367) (0.4135)
H05: µpolitical = µeconomic = 1.0964 8.2055 10.2412 4.7962
µnonews (0.5780) (0.0165) (0.0060) (0.0909)
Notes: The hypotheses H01–H04 are tested using the Wilcoxon sign test. The Kruskal–
Wallis test is used to test the last hypothesis, H05. Panel B reports the test statistics and
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The null hypotheses of the equality of market activity (hypotheses H01–H05) are
tested with nonparametric tests because of nonnormality in the variables.7 The
results show that in the Argentine market, there is no significant difference in me-
dians of volatility measures among days with different categories of news, even
though median volatility is higher on economic news days than it is on political
news days. However, trading activity in Argentina is significantly greater on days
with any kind of news, with an average trading volume of 22,197, than on days
with no news, with a mean of 20,897 (p = 0.0512), and the mean trading activity
on the days with economic news is significantly different from the days with po-
litical news (p = 0.0777). Among the three categories, median trading volume is
highest on days with economic news (21,139), followed by days with political
news (19,915) and days with no news (19,323) (p = 0.0165). Therefore, we are
able to reject to the null hypotheses that median trading volume is equal on days
with economic and political news and no news, but we fail to reject the same
hypothesis for volatility in Argentina.
These findings suggest that Argentine market participants react to news, espe-
cially to economic news, by changing their portfolio holdings. The significantly
different median trading volume observed on economic news days suggests that
market participants interpret the effect of economic news differently. Because there
is disagreement on the influence of such news on prices, the result is an increase in
volume.
Finding no significant differences in volatility may be attributable to the weak-
form efficiency depicted in the Argentine market (Ojah and Karemera 1999). Fur-
thermore, some studies found that the Argentine market is cointegrated with other
Latin markets and has a long-term relation with the New York Stock Exchange
(Chen et al. 2002; Choudhry 1997; Meric et al. 2001). This might explain the lack
of significant differences in the effect of economic, political, and no-news days on
the price volatility. Moreover, in this study, volatility is measured using the closing
prices, but the news might affect the volatility of returns during the day only. The
finding of higher volume on news days than no-news days, and no significant
difference in volatility on news and no-news days, is consistent with Berry and
Howe (1994), who find a positive relation between news release and trading vol-
ume, and no significant relation between news and volatility of returns.
Examining market activity in Turkey reveals that volatility of returns is signifi-
cantly different on days with economic, political, or no news (p = 0.006). Al-
though there are significant differences between days with any kind of news and
with no news, volatility on days with political news and economic news is signifi-
cantly different (p = 0.0138), with higher returns on days with political news than
on those with economic news (median standard deviation of 1.67 percent on days
with political news versus 1.12 percent on days with economic news). Similarly,
there is a significant difference between days with political news and days with no
































plains the failure to reject the hypothesis of the equality of variances on days with
news and no news.
Trading volume in Turkey is, again, significantly different among the three
categories at 10 percent, with the highest mean of volume for days with economic
news (21,265), followed by days with political news (18,564) and days with no
news (16,647). The findings indicate significant differences in median trading
volume between days with news and with no news (p = 0.0133). This difference
may be explained by the high volume on economic news days. However, we fail to
find any significant differences between days with economic and political news
only.
Interestingly, in the Turkish case, economic news seems to influence trading
activity, while political news affects price volatility. The insignificant difference
observed on days with economic news can be explained by the predictability of
economic news. Because they can be expected before their revelation, we do not
see an effect on volatility. On the other hand, political news cannot be predicted,
thereby increasing volatility. However, the observation that only economic news
seems to trigger trading activity suggests that, though economic news can be esti-
mated, there are differences in the interpretation of the effect of the news on stock
prices. The investment outlook of Turkish small investors may be among the rea-
sons for higher volatility on political news days. Most small investors view the
stock market as a short-term investment option, with an average holding period of
eight days (Yüce et al. 1999). Although there are influential foreign investors,
foreign portfolio investment is not as large as it is in Argentina. In the absence of
any long-term relation with developed markets (Yüce and S *émga-Mug¬an 2000)
and a lower amount of foreign portfolio investments, prices may fluctuate with the
trade of domestic investors, who mostly react to political news, especially in a
market with a very low public float rate.
Although the volatility of the two markets is found to be different on economic
and political news days, we find that, in both countries, trading volume is higher
on days with economic news. Educated investors or foreign investors may be en-
tering or leaving the market on days with economic news because of its long-term
implication. Hence, the differences in their interpretation may trigger trading in
both markets. This implies that short-term investors value political news, while
longer-term investors act upon economic news. However, such speculation should
be further examined before making any conclusive statements.
Effects of Different News on Market Activity
Table 4 reports descriptive statistics of measures of market activity on days with
no news and across news categories between 1995 and 1997. Examining the num-
ber of days in each category—dp, de, wp, we, dwe, and dwp—reveals that world




















































































































































































































































































































































































































































































































































































































for Argentina and Turkey, respectively. For Argentina, dwe stories totaled 135 days;
for Turkey, dp totaled 132 days, and dwp 130 days. Both countries posted a very
low number of days for de news, possibly because of newspaper bias.
We observe both similarities and differences between the markets. In Argen-
tina, the highest mean volatility (unadjusted) is observed on days with domestic
economic news. In Turkey, mean volatility is lowest on domestic economic news
days, and highest on domestic political news days. Although mean trading volume
in the BASE is very similar on news and no-news days (except dwp days), in the
ISE, trading volume is highest on days with domestic economic news and lowest
on no-news days. The number of days is slightly different from the number of
news items reported in Table 2, because more than one item in the same category
may have been reported on the same day.
Table 5 provides regression results. Our model explains 8.71 percent of the
variation in adjusted volatility in the Argentine market (p < 0.001). Domestic po-
litical (dp), economic (de), and world economic (we) news significantly influ-
ence—and increase—return volatility in Argentina at significance levels of 5 or 10
percent. However, F-statistics testing the equality of coefficients suggest that not
all types of economic and political news affect volatility equally in the BASE.
Although no significant difference is found between the coefficients of domestic
economic and political news and between domestic world economic and political
news, the effects of world political and economic news on volatility of returns in
Argentina are different.8
Even though we can explain only 1.78 percent of the variation in adjusted vol-
ume in the BASE, the model is significant at 1 percent, and reflects that world
political and world economic news significantly affect the trading volume. Interest-
ingly, trading volume declines with world political news but increases with world
economic news. The decline in trading volume with world political news suggests
that such news might create uncertainty in the market, and thus, investors, espe-
cially foreign investors, might hold their position until more certain information
arrives. Different types of investors might perceive the effect of world economic
news on the market differently, leading to an increase in trading activity. The results
indicate that not all types of political news affect trading volume equally.
Although domestic news leads to fluctuations in volatility, in Argentina, vol-
ume is not affected by either domestic economic or domestic political news. Higher
volatility on economic news days is in line with the findings of Chan et al. (2001),
but an insignificant effect of economic news on trading activity is inconsistent.
One plausible argument for this could be due to domestic small investors reacting
faster to domestic political news than do international investors. The model might
also be capturing individual investors with short-term orientations, as Chan et al.
(2001) suggest. The content of political news might also affect institutional inves-
tors who want to avoid short-term capital losses, and thus consider exchange rate
movements as well. In other words, institutional investors would like to enjoy the
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Table 5
Model Results with Detailed Classification
Argentina Turkey
Adjusted Adjusted Adjusted Adjusted
volatility volume volatility volume
Panel A: Regression results
Intercept 1.4068** 0.0588* 1.4032*** 0.1369**
(2.45) (1.77) (3.93) (1.98)
β(dp) 4.9566*** 0.0301 1.2650*** –0.0129
(4.34) (0.86) (3.11) (–0.57)
β(de) 3.5050** 0.0172 –0.3712 0.0057
(2.40) (0.40) (–0.67) (0.19)
β(wp) –0.1880 –0.0796*** –0.2686 0.0413*
(–0.24) (–3.27) (–0.65) (1.84)
β(we) 3.6906*** 0.0530* 1.1940** –0.0238
(3.85) (1.84) (2.40) (–0.89)
β(dwp) 0.5847 –0.0542 0.5758 0.0062
(0.51) (–1.58) (1.35) (0.25)
β(dwe) –0.1806 –0.0007 0.2994 0.0610**
(–0.21) (–0.03) (0.54) (2.00)
Adjusted R2 0.0871 0.0178 0.0686 0.0074
F-statistic 10.88 2.87 8.87 1.80
p-value 0.0001 0.0058 0.0001 0.0850
Panel B: F-statistics for the tests of hypotheses of equality of coefficients
β(de) = β(we) = β(dwe) 4.88 0.94 2.20 2.06
(0.0079) (0.3903) (0.1115) (0.1285)
β(dp) = β(wp) = β(dwp) 6.91 3.22 3.27 1.38
(0.0011) (0.0405) (0.0385) (0.2527)
β(de) = β(dp) 0.65 0.06 5.73 0.25
(0.4209) (0.8146) (0.0170) (0.6181)
β(we) = β(wp) 9.62 12.17 5.02 3.36
(0.0020) (0.0005) (0.0253) (0.0670)
β(dwe) = β(dwp) 0.28 1.45 0.15 2.02
(0.5989) (0.2292) (0.6941) (0.1562)
Notes: The following model is estimated for each measure of market activity, volatility
and volume for each market:
Market Activityt = β0 + β1dp + β2de + β3wp + β4we + β5dwp + β6dwe + ε,
where dp, de, wp, we, dwp, and dwe represent domestic political news, domestic economic
news, world political news, world economic news, country-related world political news,
and country-related world economic news, respectively. In Panel A, t-statistics are reported
in parentheses. In Panel B, p-values are reported in parentheses. *, **, and *** show
































On the other hand, world economic news affects both return volatility and trad-
ing volume in Argentina, at significance levels of 1 percent and 10 percent, respec-
tively. This finding suggests that the Argentine market is integrated with world
markets, because, as Bekaert and Harvey (1997) point out, world information is
relatively more important for markets that are integrated into world markets. It
also supports our proposition that the Argentine market is mainly affected by for-
eign investors, who react to world news more than the domestic news. It is quite
interesting to see that world political news has a negative effect on trading volume
(p < 0.01) and has the second lowest mean volume. We could probably speculate
that international investors hold their portfolio on such days, thus causing trad-
ing volume to decrease. This connects well with our suggestion that foreign
investors are large enough to control the market. The Chan et al. (2001) finding
of less frequent trading on political news days in Hong Kong also supports this
contention.
Similar to the Argentine market, volatility in the Turkish market increases on
days with domestic political and world economic news. Unlike the BASE, ISE
volatility declines on the days with domestic economic news, though it is found to
be insignificant. This could be explained by the expectations of domestic inves-
tors; domestic economic news might carry less of a surprise factor than does do-
mestic political news.
Trading volume in Turkey is significantly influenced by world political news
(wp) and world economic news that is closely related to the country (dwe), while
domestic economic news and world economic news have no significant effect.
This may be due to the behavior of foreign institutional investors, who react more
to such news. Such investors may pay selective attention to news that is in line
with their own expectations or beliefs, as Chan (2003) suggests.
In sum, we are able to reject our null hypothesis that each category of news has
a similar effect on volatility and trading activity in both markets. We find signifi-
cant differences among the influences of domestic and world political and eco-
nomic news.9
The common characteristics of these two markets are that the effects of world
political news are different from those of world economic news in both markets
(Table 5, Panel B). Moreover, the different types of political news do not seem to
affect volatility equally. There are some differences between markets as well. In
the BASE, different types of economic news do not have the same effect on the
volatility of returns; in the ISE, we did not find any significant difference in their
effects on the volatility of returns. On the other hand, domestic political news and
domestic economic news do not equally affect the volatility of returns in the ISE,
but the coefficients on these types of news are not found to be significantly differ-
ent in the BASE.
Using the results of the tests of the equality of coefficients for each market, we
developed follow-up models to test for combined effects. Because we found no
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Table 6
Results of Models with Combined Variables
Argentina Turkey
Adjusted Adjusted Adjusted Adjusted
volatility volume volatility volume
Intercept 1.4057** 0.0593* 1.3985*** 0.1379**





β(domestic) 4.4197*** 0.0260 –0.0072
(4.78) (0.94) (–0.40)
β(wp) –0.1661 –0.0807*** –0.2525 0.0371*
(–0.21) (–3.32) (–0.62) (1.67)
β(we) 3.6946*** 0.0552* 1.1750** –0.0200
(3.87) (1.92) (2.38) (–0.75)
β(dwor) 0.0443 –0.0215 0.4734 0.0273
(0.07) (–1.06) (1.40) (1.42)
Adjusted R2 0.0885 0.0185 0.0696 0.0071
F-statistic 15.07 3.73 10.33 2.07
p-value 0.0001 0.0024 0.0001 0.0675
Notes: t-statistics are in parentheses. *, **, and *** show significance at 10 percent, 5
percent, and 1 percent levels, respectively.
but the coefficients on world economic and world political news were different for
both volatility of returns and trading volume in Argentina, the following models
were estimated for the BASE:
t AR t t t t tVolatility domestic wp we domestic_world, 0 1 2 3 4= β + β + β + β + β + ε
t AR t t t t tVolume domestic wp we domestic_world, 0 1 2 3 4= β + β + β + β + β + ε
The results of this regression, again, show the significant influence of domestic
news and world economic news on volatility (Table 6). However, only world news—
political and economic—has a significant effect on trading volume, at 1 and 10
percent significance levels, respectively. This finding supports the hypothesis of
Bekaert and Harvey (1997) that, as the market becomes more integrated into world
































also find a negative effect of political news on trading activity. Again, this finding
might be explained by the existence of institutional investors, who follow “wait
and see” strategies when the information is unclear or uncertain. This might have
its roots in the high transaction costs in trading in emerging markets, as Bekaert et
al. (1998) suggest.
For Turkey, we estimated separate equations for volatility and volume because
of the differences in the estimated coefficients:
t TK t t t t t tVolatility dp de wp we domestic_world, 0 1 2 3 4 5= β + β + β + β + β + β +ε
t TK t t t t tVolume domestic wp we domestic_world, 0 1 2 3 4 .= β + β + β + β + β +ε
Both domestic political and world economic news items have a significant ef-
fect on volatility, as predicted in the first model. But only world political news has
a significant effect (p < 0.10) on trading volume. No significant effect of country-
related world news is found on trading volume when these types of political and
economic news are combined.
The time zone difference might affect our analysis, as we use newspapers pub-
lished in New York, and assume that international investors use these sources as
well. News related to Turkey is published on the day international investors are
expected to take positions in the ISE. News regarding Argentina is published the
day after international investors might take positions in the BASE. It can thus be
argued that there is a time lag between the occurrence of news events and their
publication in the newspapers, as investors can take their positions the day before
the news is published. Therefore, the regression model specified in Equation (1) is
estimated by taking the lagged volatility and lagged volume as dependent vari-
ables. It is found that domestic political news and world economic news are sig-
nificant factors affecting volatility, and domestic world political news is the only
significant factor affecting volume in Argentina, but the models themselves are not
found to be significant. On the other hand, world economic news is found to affect
the volatility of returns, and domestic and world political news are found to sig-
nificantly affect trading volume in the ISE. The significance of the coefficient on
domestic political news can be explained by the reaction of domestic investors. In
case of negative effects of world political news on volume, investors might prefer
to follow a “wait and see” strategy.
Conclusion
This study examines the effect of political and economic news on stock market
indicators in two emerging markets: Argentina and Turkey. Results suggest that
political news affects the stock markets regardless of the market analyzed. In both
markets, domestic political events seem to affect volatility of returns, and world
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cal news affects both markets significantly, it decreases trading volume in the BASE,
and increases it in the ISE. Furthermore, domestic economic news does not seem
to affect the Turkish market, but it significantly increases volatility in the Argen-
tine market. Although economic news affects volume in both markets, world eco-
nomic news increases volume in the BASE, and country-related world economic
news increases volume in the ISE. The differences in these findings can be ex-
plained by the involvement of foreign investors in Argentina, as well as the
cointegration of the BASE with Latin American markets (Chen et al. 2002) and
other world markets (Seabra 2001). In the ISE, the high trading volume is created
by many small domestic investors, who usually hold stocks for rather short peri-
ods of time (Yüce et al. 1999). They also believe that returns change with no
economic substance behind them, and consequently, investors become heavily tuned
into domestic political news. Moreover, in a recent study, Kiymaz (2001) reports
that rumors about purchases by foreign investors and earnings expectations sig-
nificantly affect returns in the ISE.
Although not at the same significance level, our findings indicate that political
events may also affect stock returns. An earlier study (Chan et al. 2001) found that
economic news increases and political news decreases trading activity. Our results
are more mixed. In the Argentine market, we observe the same effect with world
news. In the Turkish market, world economic news decreases volume insignifi-
cantly, while world political news and country-related world economic news in-
crease volume significantly. Although, at this point, we cannot be conclusive about
the effect of political news, the importance of these factors should be realized and
incorporated with other market characteristics when modeling stock market be-
havior in emerging markets. Similar studies should be carried out in other emerg-
ing markets before generalizing our results, but the present study demonstrates the
need to recognize the effect of both political and economic news, as well as do-
mestic and world news, when forming international portfolios.
Including the size of stocks in portfolios in an extended period in other emerging
markets also seems appropriate at this point, because the reaction of small stocks to
the news might be different from that of large stocks, and trends in these markets
might display dissimilar characteristics in different periods. The stocks in each ex-
change can be grouped according to their size, and the analysis can be conducted
separately for each size group to examine how economic and political domestic and
world news affect returns of stocks of different sizes. We plan to examine the issue
of size portfolios in these emerging markets over a longer time period.
Notes
1. Based on the authors’ calculations using the databases maintained by the World
Bank Debtor Reporting System.
2. Source: Heritage Foundation (2006) for the years 1997, 1998, and 1999, which use
data from 1995, 1996, and 1997, respectively.
































billion of that from international investors. In 1989, 1994, and 1998, foreign investors pro-
vided $119.45 million, $335.87 million, and $388.99 million, respectively (S *émga-Mug¬an
and Yüce 2003).
4. The entire set is available upon request from the authors.
5. Float capital is the portion of the companies held by the public at a given time. The
average float rate was 30.88 (31.90) percent in 1995 (1997) in Turkey (Önder 2003).
6. First, the ordinary least squares (OLS) model is estimated. Then, because of high
autocorrelation, the models are estimated using generalized least squares (GLS). Before
deciding on the model to be used in the estimations, three different models are estimated to
test whether the intercepts and slopes are equal in each year over the three years of analysis.
We fail to reject the hypothesis that the slopes have changed over the years, except for the
adjusted volatility model for Argentina. To be consistent with other models, the model
specified in Equation (1) is estimated for adjusted volatility in Argentina. The results of the
model that takes into consideration the differences in slope coefficients in different years
are discussed in footnote 7.
7. We reject the hypothesis that the unadjusted volume and volatility measures are
coming from a normal distribution at a 1 percent significance level.
8. Because of differences in slope coefficients in different years, volatility of returns in
the Argentine market are estimated with a model including interaction variables created
with news variables and year dummy variables. Domestic economic news significantly
increases volatility in 1995 and 1997, and domestic political news and world economic
variables are significant in 1997.
9. These models are also estimated for the sample specified in the tests of equality of market
activity. None of the coefficients are significant in the volatility model, and only the coefficient
on domestic economic news items is significant in the trading volume in Argentina. All of the
coefficients are found to be significant in explaining the volatility of returns, but only domestic
political, world economic, and domestic world economic news items reduce volume signifi-
cantly in the ISE. Because the number of observations reduces to one-third in these esti-
mations, they are not reported, but they are available from the authors upon request.
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Appendix Table A1
Some Examples of News Included in the Analysis
Date News type News
May 28, 1995 de Argentina privatizes two major railways
June 17, 1995 de Argentina’s tax revenues drop
October 14,1996 de Privatization of Etibank
December 30, 1996 de Turkey’s trade deficit widens
May 15, 1995 dp Menem wins second term as leader in
Argentina by a large margin
June 14, 1995 dp Anti-corruption reporter shot and wounded
in Argentina
January 10, 1996 dp Islamic Party in Turkey is asked to form
coalition
December 15, 1996 dp Release of six Turkish soldiers to Turkey
opens door with Kurdish rebels
March 26, 1995 dwp Argentine arms sold to Ecuador during war
(Argentina) with Peru 
September 20, 1995 dwp Britain and Argentina reach an accord on
(Argentina) Falkland oil rights
October 8, 1996 dwp United States criticizes Turkish leader for
(Turkey) Libya trip and trade deal
November 28, 1996 dwp Turkey cancels purchase of ten helicopters
(Turkey) from United States 
March 19, 1996 dwe Pride petroleum to buy Argentina drilling
(Argentina) contractor
December 23, 1996 dwe Argentina receives big bank credit line
(Argentina)
December 14, 1995 dwe European parliament admits Turkey to its
(Turkey) new customs union
September 5, 1996 dwe The Overseas Economic Cooperation Fund
(Turkey) of Japan extended a loan of 42.31 billion
yen ($387.2 million) to Turkey to implement
the second phase of its Istanbul water
supply project
June 8, 1995 we Dollar advances on prospect of interest rate
cut by Germany
November 17, 1995 we 600 banks agree to reschedule billions in
Russian debt
March 1, 1995 wp NATO disputes UN reports of possible arms
airlift to Bosnia 
ve Davranislari” [Preference and Behavior of Small Investors in Istanbul Stock Ex-

































March 17, 1995 wp Clinton meets with Bosnian and Croatian
chiefs
September 24, 1996 wp The United States and Russia have reached
agreement on the first part of an
understanding that would allow the United
States to proceed with efforts to build
defenses against shorter-range missiles,
while preserving the Anti-Ballistic Missile
Treaty of 1972
Notes: de = domestic economic; dp = domestic political; dwp = domestic world political;
dwe = domestic world economic; we = world economic; wp = world political.
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